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This is the new symbol of Zale Corporation. 

From its beginnings in 1924 as a single jewelry 
store in Wichita Falls, Texas, Zale has become the 
world’s largest retail jeweler. 

While this growth in the retail jewelry field 
has been taking place, Zale also has broadened 
its operations and expanded into other areas 
of retailing and marketing. 

So, to reflect the diversity of current operations 
and to recognize that new associations may 
arise in the future, Zale Jewelry Company, Inc., 
changed its name in July of 1965 to 
Zale Corporation and adopted its new symbol. 

This symbol today represents 42 years of 
progress and achievement, but it also is a dynamic 
symbol designed to inspire Zale Corporation 
management and more than 6,000 employees 
around the world to achieve an even greater 
record of progress. 
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HIGHLIGHTS <$> 


Fiscal Year Ended March 31 

1966 

1965 

Percent 

of 

Increase 

Net Sales. 

$133,211,949 

$95,418,470 

40 # /» 

Net Income. 

$ 

8,294,975 

$ 6,144,576 

35*/» 

Per Share*. 

$ 

1.51 

$ 1.13 

34 •/• 

Cash Dividend on Common 
Stock . 

. $ 

1,576,721 

$ 1,367,851 

15*/» 

Per Share*. 

$ 

.54 

$ .48 

13*/» 

Stock Dividends, on Class B 
Common Stock. 

. $ 

1,244,508 

$ 1,118,165 

11*1% 

Stockholders’ Equity. 

$ 

51,136,530 

$43,392,783 

12*1% 

Per Share*. 

. $ 

9.29 

$ 8.01 

16'/» 

Shares Outstanding*. 

(Combined) 

. $ 

5,505,976 

$ 5,419,290 

2*1% 

Number of Stores. 


494 

402 

22*1% 


*Based on shares outstanding at the end of each year, adjusted for subsequent 
stock dividends and splits. 


EARNINGS 



62 63 64 65 66 

5 Year Comparison Graphs 

(000's omitted) 

62 63 64 65 66 

















THE 

PRESIDENTS 

REVIEW 

An unprecedented demand for fine jewelry, ex¬ 
pansion and internal developments designed to 
broaden and improve our operations brought about 
the greatest gains in Zale history during the fiscal 
year ended March 31,1966. 

For the sixth consecutive year, sales and earn¬ 
ings reached new highs. 

Sales went over the $100 million mark for the 
first time, reaching $133,211,949, a gain of 40 per 
cent over the $95,418,470 reported last year. 

Net earnings increased 35 per cent to $8,294,975, 
or $1.51 per share. This compares with $6,144,576, 
or $1.13 per share the previous year adjusted to 
reflect the 3-for-2 stock split in July, 1965, and 
stock dividends paid on the Class B common stock. 

The gratifying achievements also were reflected 
in a cash dividend increase of 16 per cent. The 
current annual dividend rate of 56 cents per share 
is based on the new shares, and is equal to 84 cents 
on shares before the 3-for-2 split. The previous rate 
was 72 cents per share. 

The year also was highlighted by the heightened 
demand for fine jewelry. Increased consumer 
spending, a greater awareness of fashion and the 
impetus of the elimination of the federal excise tax 
on jewelry contributed to growing sales of dia¬ 
mond jewelry. 

This strong desire for more expensive jewelry is 
evidenced by the fact that a year ago diamonds 
accounted for 40 per cent of the jewelry divisions’ 
total sales. Diamonds now account for a record- 
breaking 45 per cent of sales. 


In recent years, your management has placed in¬ 
creasing emphasis on long-range planning. We 
believe Zale’s major growth, apart from retail 
jewelry store expansion, can best be realized 
through internal expansion and outside acquisi¬ 
tions to which our special skills can be applied 
successfully. 

Thus, on July 1, 1965, we acquired the 45-store 
Skillern Drug Company and its affiliate, Southland 
Distributors, a wholesale toy firm. 

Following this acquisition, Zale’s largest single 
one to date, stockholders voted to change the cor¬ 
porate name from Zale Jewelry Company, Inc., to 
Zale Corporation. 

The addition of the Skillern and Southland divi¬ 
sions are just a part of Zale’s program of develop¬ 
ment for long-range growth. The corporate name 
change reflects internal expansion and the applica¬ 
tion of new management techniques to the jewelry 
retailing industry. 

The Zale Life Insurance Company, included in 
the annual report for the first time, has made good 
progress and contributed to our overall profits this 
past year. 

Texoma Wholesale Jewelers continued its devel¬ 
opment of premium and incentive merchandise 
sales and is seeking to further broaden its sales to 
independent retailers throughout the Southwest 
and border states. 

Both of these divisions should continue their 
expansion in the coming year. 

Our association with London Star Diamond 
Company this past year resulted in a greatly ex¬ 
panded supply and sale of diamonds. The larger 
supply of rough diamonds necessitated the devel¬ 
opment and utilization of cutting operations in 
other parts of the world. Because of this increased 
flow of polished diamonds, new associations were 
developed in Hong Kong and Tokyo to market 
these at the wholesale level. 

Zale’s receives a majority of its rough diamonds 
direct from the source. The greater number of 
polished diamonds now being required for our 
jewelry has resulted in plans for a wholly-owned 
diamond cutting plant in San Juan, Puerto Rico, 
which will be in operation soon. The Puerto Rican 
government has eagerly sought to develop new 
skilled trades, and Zale’s is delighted to cooperate 
with Puerto Rico officials to further its economic 
growth. 

Along with a growing need for diamonds, Zale’s 
also has started to secure direct from the sources 
its supply of semi-precious and precious gems. 
While this will take time to develop, it should 
result in improved quality of gem stones and lower 
costs to the consumer. 

Demand for jewelry using precious colored 
stones is increasing, reflecting a desire for the 
more expensive look in fashion jewelry. With an 
expanded marketing program based on better 
quality and greater selection, we anticipate sub¬ 
stantial sales increases of these items. 



Still another internal development is a long-range 
study, “Operation Expand,” to improve methods of 
reporting from the stores to management. With 
over 500 stores extending into 40 states, and 
others yet to come, it is now feasible to seek more 
sophisticated use of computers and to attempt a 
closer link-up between the stores and our central 
offices in Dallas and New York. 

The rapid growth and changes of the past year, 
together with the further expansion planned for 
both the jewelry and drug divisions, necessitated 
the sale of our first long-term promissory notes to 
institutional investors. 

The total loan commitment of $15,000,000 at an 
interest rate of 5V4% is due in 1978. At March 31, 
1966, $12,000,000 had been placed. The balance 
of $3,000,000 will be sold in June, 1966. 

In the very important area of personnel, contin¬ 
ued emphasis was placed on development of 
people to assume positions of greater respon¬ 
sibility. Several management training schools were 
conducted during the year, and over 400 store em¬ 
ployees participated in the correspondence train¬ 
ing course. At the store level, supervisors and 
managers were encouraged to step up in-store 
training programs. 

We believe our employees are well aware that 
Zale’s must depend upon new ideas, creative think¬ 
ing and other efforts to develop greater customer 
values, improved service and increased produc¬ 
tivity. 

Through an effective Profit Sharing Plan and 
other benefit programs, Zale’s has been extremely 
fortunate in being able to sustain a source of 
experienced manpower for managerial and other 
positions, and to improve employee awareness for 
prudent cost control in the operation of its stores 
and offices. 

The progress of the past year can only be 
measured by what we do in the future to take ad¬ 
vantage of what we have thus far achieved. 

The progress of the past year represents to 
management and employees a real challenge to 
meet the responsibility of even greater gains in 
sales and earnings. 

I believe we are capable of meeting this chal¬ 
lenge. We are prepared in every way to take ad¬ 
vantage of the many opportunities that exist in a 
growing market of Americans who today have 
more money to spend and a greater desire for the 
finer things in life. 

On behalf of the officers and directors of Zale 
Corporation, we extend sincere appreciation to our 
stockholders for their continued support and 
confidence. 


Sincerely, 



Ben A. Lipshy 
President 




ZALE STORE DIVISION 


REVIEW OF 
THE CORPORA TE 
DIVISIONS 



The Zale Store Division had its most suc¬ 
cessful year ever, taking advantage of an 
unprecedented demand for finer, more expen¬ 
sive basic jewelry and a more affluent con¬ 
sumer’s desire for the unusual in jeweled 
accessories to complement today’s high 
fashions. 

Expansion in this division was highlighted 
by the opening of 22 new stores. Suburban 
shopping habits continue to be strengthened 
in larger communities, and the extension of 
Zale outlets into shopping centers is essential 
to the division’s overall marketing efforts. 
Several new stores were opened in smaller 
communities adjacent to these major metro¬ 
politan markets. 

The exception to this trend was Zale’s entry 
into the North Carolina market. The new store 
in Winston-Salem will be followed shortly 
with units in Wilson, Durham and Hickory. 

The first two Zale stores currently are 
planned in Honolulu for late summer opening, 
and others will be opened as opportunities 
arise for satisfactory leases. 

Expansion into new areas of the country 
also resulted last year in a much broader na¬ 
tional advertising program. This proved to be 
more effective than ever, and with Zale’s 
growth into still other markets, a more inten¬ 
sive national advertising effort is anticipated 
this year. 

The rapid spread of Zale stores and the in¬ 
creased number of them within a metropolitan 
or geographic market necessitated changes in 
supervision. The country has been divided 
into ten areas to effect improved communica¬ 
tions and to develop closer liaison between 
the executive offices and individual stores. 

As of May 1, there were 327 Zale stores, 
and 30 leases have been signed for openings 
in 1966 and 1967. The new supervisory struc¬ 
ture provides the framework for speedily 
integrating these stores into the Zale market¬ 
ing program and thereby increases the op¬ 
portunity for profitability. 










FINE JEWELERS GUILD 


LEASED DEPARTMENT DIVISION 



The past fiscal year was one of unprece¬ 
dented expansion for the Leased Department 
Division which, in the year’s time, nearly 
doubled in size. 

As of May 1, 1966, there were 70 depart¬ 
ments in operation in major discount stores 
across the country. Another 20 departments 
are expected to open during 1966, and the 
division is reviewing many more proposals. 

Zale’s experience in jewelry retailing and 
its success in the development of jewelry 
sales in discount store surroundings has re¬ 
sulted in a profitable association with many 
of the nation’s fastest-growing discount store 
chains. 

Jewelry retailing is a highly specialized 
business and one that requires the atmosphere 
which creates a desire for fine jewelry. Zale’s 
42 years of jewelry retailing experience has 
served to provide discount stores with the 
broad selection of merchandise, values, spe¬ 
cial selling skills and overall image necessary 
to the successful operation of jewelry depart¬ 
ments in discount stores. 

Mass merchandising, as exemplified by 
today’s discount stores, appears to be a well- 
established retailing fact. For Zale’s part, it 
has been an excellent source of additional 
sales and profits and the Leased Department 
Division should continue its expansion for the 
foreseeable future. 


The Fine Jewelers Guild Division showed 
significant gains during the past fiscal year. 

One major store — Argenzio Brothers 
Jewelers of Denver — was acquired. The 
Guild’s primary expansion efforts were cen¬ 
tered on extending the services of Guild stores 
with long-time, well established reputations 
to cities beyond the market areas traditionally 
served by these stores. 

Batfey, Banks & Biddle Co., a Philadelphia 
landmark for many years, opened its first 
store in Pittsburgh. Cowell & Hubbard Co. of 
Cleveland moved into the Akron, Ohio, 
market with one store and another location 
already leased. 

On the West Coast, Granat Brothers of San 
Francisco and Slavick’s of Los Angeles both 
are seeking to move into communities beyond 
the metropolitan areas of these two cities. 

Guild expansion efforts will continue to 
take advantage of the already successful 
reputations of its present group of stores. 

National advertising has further enhanced 
the image of these traditional Guild stores. 
Thus, it is possible for a well-known Phil¬ 
adelphia store such as Bailey, Banks & Biddle 
to enter a city as far away as Pittsburgh and 
to take advantage of its historical heritage 
with an effective local advertising program in 
support of the Guild’s overall national adver¬ 
tising efforts. 

The growing number of new fashion in¬ 
fluences and the increasing desire to acces¬ 
sorize these fashions with jewelry brought 
about new Guild efforts to develop exclusive, 
high-fashion jewelry design trends. 

Buying efforts were stepped up and a 
special department was established to pur¬ 
chase precious colored gems which currently 
are very much in demand. 








SKILLERN DRUG DIVISION 


SOUTHLAND DISTRIBUTORS 


The Skillern Drug Company became an 
operating division of Zale Corporation on 
July 1, 1965. There are presently 44 stores in 
the North Texas area, principally in the 
Dallas-Fort Worth metropolitan market. 

Founded in 1885, Skillern’s has enjoyed an 
enviable reputation. Since acquisition, pri¬ 
mary efforts have been to build upon this 
image through intensive development of sales 
in the areas of cosmetics, pharmaceuticals 
and sundries which collectively contribute the 
major portion of profits. 

The average Skillern store ranges in size 
from 6 - 14,000 square feet, with modern fix¬ 
tures designed to present “impact-type” mer¬ 
chandise displays. Several stores have been 
renovated to include liquor departments. 

The new drug division has embarked upon 
a store expansion program. Six new leases 
have been signed as of May 1 for new stores 
to open in the Fall of 1966. Several more loca¬ 
tions are under consideration for 1967 open¬ 
ings, and other sites are being reviewed. 

Where stores are opened in smaller towns 
and junior department store-type units are 
indicated to develop maximum sales volume, 
these stores will range under 10,000 square 
feet in size. 

Skillern stores now utilize many of the 
existing services and administrative facilities 
of Zale’s. These include functions which re¬ 
quire computer operations, printing and sim¬ 
ilar needs. Further efforts are being made to 
improve the drug division’s profitability by 
such things as central marking of merchandise 
in the warehouse so that the store personnel 
can devote more time to customer service. 


Southland Distributors Division of Zale 
Corporation is one of the largest toy whole¬ 
sale firms in the Southwest. The firm’s sales¬ 
men call on major toy and department stores 
in the five states of Texas, Oklahoma, Lou¬ 
isiana, Arkansas and Kansas. 

Over 5,000 items, ranging from balloons to 
$120 train sets, are colorfully displayed at 
Southland’s headquarters which include ad¬ 
ministrative offices, showroom and a 50,000- 
square foot warehouse. 

In addition to its distribution of such well 
known lines as Mattel, Ideal and Gilbert toys, 
Southland also serves as exclusive distributor 
for Topper and Lego toys throughout its 
greater Southwest market. 

Southland will continue to operate as a 
separate subsidiary of Zale Corporation. Ex¬ 
pansion plans are being considered to take 
advantage of a rapidly growing market for 
new toys, particularly those which are in 
demand as a result of television advertising. 




















THEME FOR THE FUTURE: 



Zale’s marketing programs in recent years 
have been geared to youth — and rightly so. 

Young people are customers. They spend 
$12 billion a year. But what’s more important, 
they are highly influential in family decision¬ 
making for purchases that total another $30 
billion. 

So the theme for Zale’s marketing efforts is 
“Think Young!” 

The youth of today is a potent market, to be 
sure, but looking ahead to the next decade, 
Zale’s management will find that the number 
of families under 35 will rise by 40 percent, 
and the 35-55 age group likely will show al¬ 
most no growth at all. 

All of which means that for Zale’s to con¬ 
tinue its growth, it is important to continue to 
“Think Young.” The bigger markets of tomor¬ 
row are today’s markets for gold bangle brace¬ 
lets, charms, class rings and even small 
jewelry. It’s this same market that will buy 
tomorrow what they now influence their 
elders to want in the more expensive styles 
of fine jewelry. 

This is evidenced by the growing surge in 
sales of charm bracelets and the revival of 
earrings for pierced ears, items which have 
been spurred by the trend-setting demands 
of the youth market. 

Zale’s awareness of these factors has been 
largely responsible for the marketing concepts 
of the past several years and which have 
definitely contributed to improved sales and 
earnings. 

“Think Young” will be the basic Zale ap¬ 
proach to future merchandising. From its 
growing sales of class rings to the designs 
and styles of diamond jewelry, Zale’s will 
continue to key its efforts toward youth. 

But in fulfilling the wants and desires of 
this “Think Young” market, Zale’s also will 
continue to provide the service and quality 
which, in the final analysis, will insure even 
more progress in the years ahead. 




BRAILLE WATCHES TURN DARKNESS 



PAKISTAN — Mrs. Walter P. McConaughy, wife of the United 
States ambassador to Pakistan, presented that country’s Braille 
watches to adult blind in ceremonies at the American embassy 
in Karachi. 



KOREA — United States Ambassador Winthrop G. Brown, left, 
presented 50 Braille watches to Mr. Kim Chon-yon, chairman of 
the Korean National Council of Social Welfare. Looking on is 
Mary S. Lee, president of the Council which distributed the 
watches throughout Korea to persons who had the greatest need 
for them. 



BOLIVIA — Not all of Zale’s gift Braille watches 
are presented in a ceremonial setting. Here, 
Mr. Amedee Landry, a United States public 
health advisor in Bolivia, wearing a native 
poncho of vicuna, presents a watch in Challa- 
pata. The recipient acknowledges the watch by 
applying her thumb print to a Braille receipt as 
proof of receiving the watch. 

ZALE PROGRAM WINS 


Corporations as well as people have 
an obligation to be good citizens. 

Zale Corporation recognizes its re¬ 
sponsibilities to the communities in 
which it conducts business and to the 
nation which provides unparalleled 
opportunities for success. 

One outstanding example of Zale’s 
community relations program is the 
company’s far-reaching distribution of 
gift Braille watches to blind persons. 

Over 4,000 needy blind persons 
across the nation and around the free 
world each year receive a Braille 
watch. 

In the United States, Zale’s distrib¬ 
utes the watches through an appro¬ 
priate agency in each of the 50 states. 
A separate annual awards program has 
been established to honor outstanding 
blind students in all state schools for 


the blind. 

At the international level, gift 
watches are presented annually to the 
United States Department of State 
which, in turn, sends them to American 
embassies in all parts of the world as 
instruments of goodwill between the 
people of the United States and the 
countries where our embassies are 
located. 

In still another international pro¬ 
gram, watches are given to the Pan 
American Development Foundation of 
the Organization of American States. 
They are distributed on behalf of Zale’s 
in all Central and South American 
countries. 

Response to the gift distribution pro¬ 
gram has been extremely heartwarm¬ 
ing. 

Dr. Jose Mora, secretary-general of 


the Organization of American States, 
calls Zale’s gifts “a symbol of the spirit 
of self-help and mutual help which is 
the underlying principle of the Alliance 

for Progress.It is significant that 

these Braille watches represent a gift of 
private enterprise, whose participation 
is of such vital importance to the 
success of the Alliance.” 

The Hon. Walter P. McConaughy, 
U. S. ambassador to Pakistan, summed 
up very well the feelings of recipients 
— as well as American embassy per¬ 
sonnel — in a letter describing a pre¬ 
sentation in Karachi: 

‘‘The ceremony was a touching affair 
to those who witnessed it, perhaps all 
the more so because there was no 
emotionalism. The blind of this country 
do not indulge in self-pity. Rather, they 
are essentially self-reliant and seem- 












5 TO LIGHT AROUND THE WORLD... 




FRIENDS FOR AMERICA 

ingly reconciled to their handicap. Apparently 
they are determined to surmount their misfortune 
and make the most of the facilities that they do 
have. The gratitude of the recipients, which they 
asked us to convey to you, was noteworthy and 
perhaps was all the more impressive because it 
was expressed in a simple and unaffected way. 

I believe you would have felt a special glow if 
you could have been present to see the happiness 
of the recipients. They are very proud of their 
watches, which are, of course, very rare and 

cherished items here.I can assure you that 

your useful and compassionate donation has done 
and will continue to do much good and it will 

not be forgotten.” 

Zale Corporation is proud of these and its 
other community relations programs. Management 
hopes Zale stockholders share the company’s 
pride of participation in the affairs of the com¬ 
munities Zale’s serves and the nation of which 
it is proud to be a part. 



THAILAND — Delighted blind children at the Bangkok 
School for the Blind happily display their new Braille 
watches which were presented to them by Mrs. Graham 
Martin, right, wife of the United States ambassador to 
Thailand. 



TUNISIA — Blind school children were the recipients of 
Braille watches presented in Tunisia by United States Am¬ 
bassador Francis Russell. 







10 YEAR SUMMARY 
OF PROGRESS 1957-1966 


Results for Years Ended March 31 


1966 

1965 

1964 

Net Sales. 


$95,418,470 

$80,943,464 

Net Income Before Federal Income Taxes. 

.. $ 

13,604,975 

$ 9,303,576 

$ 7,497,111 

Income Taxes. 

.. $ 

5,310,000 

$ 3,159,000 

$ 2,621,000 

Net Income. 

.. $ 

8,294,975 

$ 6,144,576 

$ 4,876,111 

Net Income Per Share. 

.. $ 

1.51 

$ 1.13 

$ .91 

Net Earnings as a Per Cent of Net Sales. 

.. $ 

6.23 

$ 6.44 

$ 6.02 

Cash Dividend Per Share of Common Stock. 

.. $ 

.54 

$ .48 

$ .42 

Common Shares Outstanding*. 


5,505,976 

5,419,290 

5,375,355 

Current Ratio. 


2.9 

2.3 

2.2 

Working Capital. 

.. $ 

51,847,378 

$35,963,379 

$32,138,296 

Stockholders’ Equity. 

.. $ 

51,136,530 

$43,392,783 

$37,703,925 

Stockholders’ Equity Per Share. 

.. $ 

9.29 

$ 8.01 

$ 7.01 

Per Cent Return on Prior Year Equity. 


19.1 

16.3 

14.6 

Number of Stores. 


494 

402 

346 

Number of Employees. 


5,614 

4,078 

3,622 

Number of Stockholders. 

*Bnsed upon shores outstanding at the end of each year, 
adjusted for subsequent stock dividends and splits. 


4,907 

3,982 

3,587 
























ZALE CORPORATION 

and Subsidiaries 


1963 

1962 

1961 

I960 

1959 

1958 

195) 

$73,899,144 

$62,885,589 

$53,790,140 

$51,606,089 

$41,644,677 

$37,029,926 

$35,843,310 

$ 6,460,007 

$ 5,783,322 

$ 5,025,453 

$ 5,715,866 

$ 4,659,940 

$ 4,041,332 

$ 4,271,850 

$ 2,389,029 

$ 2,209,226 

$ 2,102,000 

$ 2,627,000 

$ 2,062,500 

$ 1,807,500 

$ 2,017,700 

$ 4,070,978 

$ 3,574,096 

$ 2,923,453 

$ 3,088,866 

$ 2,597,440 

$ 2,233,832 

$ 2,254,150 

$ .76 

$ .67 

$ .55 

$ .59 

$ .50 

$ .43 

$ .46 

$ 5.51 

$ 5.68 

$ 5.43 

$ 5.99 

$ 6.24 

$ 6.03 

$ 6.29 

$ .40 

$ .33 

$ .33 

$ .33 

$ .33 

$ .28 

$ .20 

5,332,299 

5,317,899 

5,267,613 

5,253,937 

5,240,537 

5,193,373 

4,940,823 

2.2 

2.2 

2.3 

2.3 

3.7 

4.0 

3.6 

$29,078,351 

$27,027,009 

$24,457,853 

$22,387,274 

$20,466,625 

$18,772,090 

$16,044,308 

$33,424,217 

$30,275,008 

$26,966,497 

$24,728,905 

$22,379,866 

$20,320,078 

$17,271,134 

$ 6.27 

$ 5.69 

$ 5.12 

$ 4.71 

$ 4.27 

$ 3.91 

$ 3.50 

13.4 

13.3 

11.8 

13.8 

12.8 

12.9 

14.8 

293 

220 

192 

149 

119 

86 

74 

3,264 

2,800 

2,382 

2,250 

2,000 

1,750 

1,650 

2,576 

2,340 

2,251 

2,083 

1,682 

1,539 

200 



















ZALE CORPORATION 

and Subsidiaries 


SOURCE AND APPLICATION OF FUNDS 
Year Ended March 31, 1966 


SOURCE OF FUNDS: 

Net income for year.$ 8,294,975 

Depreciation. 1,509,390 

Increase in long-term debt. 12,000,000 

Other. 1,042,279 

$22,846,644 


APPLICATION OF FUNDS: 


Dividends.$ 1,576,721 

Property and equipment. 4,111,871 

Increase in working capital. 15,883,999 

Other. 1,274,053 

$22,846,644 


TOUCHE, ROSS, BAILEY & SMART 


DALLAS FEDERAL SAVINGS BUILDING 
DALLAS, TEXAS 75201 


Board of Directors and Stockholders, 

Zale Corporation, 

Dallas, Texas. 

We have examined the accompanying consolidated balance sheet 
of Zale Corporation and subsidiaries as of March 31, 1966, and the 
related statements of earnings, retained earnings, additional paid- 
in capital and source and application of funds for the year then 
ended. Our examination was made in accordance with generally accept¬ 
ed auditing standards, and accordingly included such tests of the 
accounting records and such other auditing procedures as we consid¬ 
ered necessary in the circumstances. 

In our opinion, the financial statements referred to above 
present fairly the consolidated financial position of Zale Corpora¬ 
tion and subsidiaries at March 31, 1966, and the consolidated 
results of their operations and the source and application of funds 
for the year then ended, in conformity with generally accepted 
accounting principles applied on a basis consistent with th'at of 


' ' / 

Certified Public Accountants. 


the preceding year. 


May 6, 1966. 
Dallas, Texas. 
















ZALE CORPORATION 

and Subsidiaries 



1966 

1965 

Consolidated Earnings 

REVENUES: 

Year ended March 31 

Net sales. 

. . $133,211,949 

$95,418,470 

Other revenues. 

. . 509,315 

227,293 

COSTS AND EXPENSES: 

$133,721,264 

$95,645,763 

Cost of goods sold (including buying and occupancy expenses) . 
Administrative, publicity and selling expenses (less service 

. . $ 91,066,086 

$63,603,001 

charges on customers’ installment accounts). 

. . 26,635,092 

21,048,017 

Interest expense. 

. . 925,610 

586,575 

Contribution to employees’ profit-sharing plan. 

. . 1,489,501 

1,104,594 


$120,116,289 

$86,342,187 

EARNINGS BEFORE FEDERAL INCOME TAXES. 

. . $ 13,604,975 

$ 9,303,576 

FEDERAL INCOME TAXES. 

. . 5,310,000 

3,159,000 

NET EARNINGS. 

Consolidated Additional Paid-In Capital 

. . $ 8,294,975 

$ 6,144,576 

Balance at beginning of year. 

Excess of amounts received over par value on common stock 

. . $ 7,762,840 

$ 5,816,893 

sold — 86,687 shares for 1966 and 32,887 shares for 1965 . . . 

Transferred from retained earnings relative to stock dividend 

. . 955,592 

441,686 

on Class B common stock. 

Excess of fair market value over par value of common stock 
issued in the acquisition of subsidiary companies — 33,015 

. . 1,188,132 

1,075,066 

shares in 1965 . 


429,195 

Transferred to capital stock in connection with three-for-two 

$ 9,906,564 

$ 7,762,840 

stock split, including cash paid for fractional shares (Note 5) . . 

. . 1,802,561 

— 

Balance at end of year. 

Consolidated Retained Earnings 

. . $ 8,104,003 

$ 7,762,840 

Balance at beginning of year. 

. . $ 32,052,805 

$28,394,245 

Net earnings for the year. 

. . 8,294,975 

6,144,576 

Dividends: 

Cash dividends on common stock — $.54 a share in 1966 

$ 40,347,780 

$34,538,821 

and $.48 a share in 1965 (Note 3). 

. . $ 1,576,721 

$ 1,367,851 


Stock dividend on Class B common stock — 54,006 shares 


of Class B common stock for 1966 and 60,624 shares for 1965: 
Transferred to capital stock and additional paid-in 


capital, plus cash payments for fractional shares . 

. 

1,244,508 

1,118,165 


$ 

2,821,229 

$ 2,486,016 

Balance at end of year. 

. . $ 

37,526,551 

$32,052,805 


See notes to financial statements. 




















































CONSOLIDATED BALANCE SHEETS 


ASSETS 


CURRENT ASSETS: 

Cash. 

United States Government securities — at cost .... 
Receivables: 

Customers’ installment accounts (substantially all of 

which is due within one year). 

Other. 


Less allowances for losses on collection and for 
unearned carrying charges. 

Merchandise inventories, on the basis of cost (first-in, 
first-out) or market, whichever is lower .... 
Prepaid insurance and other expenses. 

TOTAL CURRENT ASSETS . . . . 


OTHER ASSETS: 

Investments — at cost. 

Zale Life Insurance Company — at equity in net assets 


PROPERTY AND EQUIPMENT —AT COST: 

Land. 

Buildings and leasehold improvements 

Fixtures and equipment. 

Construction in progress. 


Less accumulated amortization and depreciation 


1966 

1965 

March 31 

$ 3,290,707 
550,000 

$ 3,373,031 
200,000 

$25,857,820 

722,699 

$24,333,743 

703,767 

$26,580,519 

$25,037,510 

2,806,791 

$23,773,728 

2,711,117 

$22,326,393 

52,079,634 

75,923 

37,632,092 

104,070 

$79,769,992 

$63,635,586 

$ 1,970,381 
200,113 

$ 888,227 

25,000 

$ 2,170,494 

$ 913,227 

$ 200,000 
6,450,841 
6,343,530 
973,872 

$13,968,243 

$ 200,000 
4,500,406 
4,721,556 
876,424 

$10,298,386 

4,849,585 

3,782,209 

$ 9,118,658 

$ 6,516,177 

$91,059,144 

$71,064,990 


See notes to financial statements. 



































ZALE CORPORATION 

and Subsidiaries 


LIABILITIES AND STOCKHOLDERS’ INVESTMENT 

1966 1965 

March 31 


CURRENT LIABILITIES: 

Notes payable: 

Banks . 

Commercial paper. 

Accounts payable and accrued expenses 
Taxes, other than federal income . . 

Dividend payable on common stock . 
Federal income taxes (Note 2): 

Current. 

Deferred. 


TOTAL CURRENT LIABILITIES 

LONG-TERM DEBT (Note 3) — 5V4% 

Promissory Notes Due January 31, 1978 . . 


$ — 

$ 5,400,000 

5,000,000 

3,600,000 

11,837,448 

8,237,577 

1,380,608 

3,265,625 

414,812 

345,187 

4,263,870 

2,603,394 

5,025,876 

4,220,424 

$27,922,614 

$27,672,207 

$12,000,000 

$ — 


STOCKHOLDERS’ INVESTMENT: 

Capital stock (Note 5): 

Common stock, par value $1.00 a share (Note 4): 

Authorized, 9,000,000 shares — Issued and outstanding, 

2,963,092 shares for 1966 and 1,917,656 shares for 1965 $ 2,963,092 

Class B common stock, par value $1.00 a share: 

Authorized, 4,000,000 shares — Issued and outstanding, 

2,542,884 shares for 1966 and 1,659,482 shares for 1965. 2,542,884 


$ 1,917,656 


1,659,482 


Additional paid-in capital 


8,104,003 7,762,840 


Retained earnings (Note 3). 37,526,551 

$51,136,530 

CONTINGENT LIABILITIES AND COMMITMENTS (Note 6) _ 

$91,059,144 


32,052,805 

$43,392,783 


$71,064,990 


See notes to financial statements. 























NOTES TO FINANCIAL STATEMENTS 


Year Ended March 31, 1966 

1. Principles of Consolidation: 

The consolidated financial statements include the ac¬ 
counts of the Corporation and all wholly-owned sub¬ 
sidiaries, except that with respect to Zale Life Insurance 
Company, the net assets are shown as a single item 
in the balance sheet and the net earnings are included 
in other revenues in the statement of earnings. 

In July 1965, the Corporation purchased all of the out¬ 
standing capital stock of Skillern & Sons, Inc., a retail 
drug chain. Operations of this business have been in¬ 
cluded in the consolidated statement of earnings from 
the date of acquisition. 

2. Federal Taxes on Income: 

Gross margin on installment sales is taken into income 
at the time sales are made, that is, on the accrual basis. 
Provision is made in the accounts for federal income 
taxes on such gross margin, including that portion 
deferred for federal income tax purposes until collec¬ 
tions are made. 

In accordance with requirements of the Securities and 
Exchange Commission, deferred federal taxes on in¬ 
come are shown as current liabilities. Amounts pre¬ 
viously reported for the year ended March 31,1965 have 
been reclassified to make the years comparable. 

The provision for federal income taxes has been 
reduced for the investment credit allowable. 

3. Long-Term Debt: 

The 5 1 / 4 °/o Promissory Notes Due January 31, 1978 are 
payable $540,000 (plus interest) semi-annually com¬ 
mencing July 31, 1967. Among the requirements of the 
loan agreement are restrictions relative to the payment 
of cash dividends, limitations on debt, guarantees on 
loans and, the maintenance of consolidated net assets 
at not less than $40,000,000. At March 31, 1966, 
$6,644,000 of retained earnings were free from the re¬ 
strictions of the agreement. 

4. Stock Option and Purchase Plans: 

Changes during the year applicable to the Company’s 
stock option plans (Restated to give effect to the three- 
for two stock split) were as follows: 



Number of common 

shares 

Reserved 

Granted 

Available 

Balance, April 1, 1965. . 

224,850 

163,650 

61,200 

Granted . 


66,800 

(66,800) 

Forfeited . 


( 7,350) 

7,350 

Issued . 

( 49,400} 

( 49,400) 


Balance March 31,1966 

175,450 

173,700 

1,750 

Options exercisable at 
March 31, 1966. 


11,500 



Options outstanding as of March 31, 1966 were granted 
at prices ranging from $7.65 to $23.00 representing 85% 
to 100% of market value at dates of grant. Options may 
be exercised at any time after 3 years from date of 
grant, but not more than 10 years after such date. 

At March 31, 1966, 45,597 shares were reserved under 
stock purchase plans for sale to general employees. 
Purchase agreements covering 41,320 of these shares 
were outstanding at prices ranging from $17.06 to $18.00 


a share representing 75% of market value at dates of 
agreement. During the year 37,286 shares were pur¬ 
chased under the Plan at the aggregate price of 
$497,544. 

5. Capital Stock: 

Shares of Class B common stock are convertible into 
common stock on a share-for-share basis and conver¬ 
sion of all such shares may be compelled by the Board 
of Directors at any time. 

Holders of common stock and Class B common stock 
are entitled to dividends as declared by the Board of 
Directors. Dividends may be declared on the common 
stock with less or without dividends being or having 
been declared in that calendar year on the Class B com¬ 
mon stock, but not vice versa. The value of any 
dividend or dividends declared in any calendar year on 
Class B common stock (whether in cash or Class B com¬ 
mon stock or both) shall never exceed, but may be less 
than, the value of the dividend or dividends declared 
on each share of common stock in that same calendar 
year. The value of any stock dividend shall be the fair 
value of the dividend shares as determined by the 
Board of Directors; and for the purpose of such deter¬ 
mination, the value of Class B common stock shall be 
deemed equal to the value of the common stock. 

On July 19, 1965, the stockholders approved an increase 
in the number of authorized shares of capital stock 
from 6,000,000 shares of common stock, par value $1.00 
a share to 9,000,000 such shares, par value $1.00 a 
share, and from 2,000,000 shares class B common stock, 
par value $1.00 a share, to 4,000,000 such shares, par 
value $1.00 a share. The Board of Directors then ap¬ 
proved a three-for-two stock split of each class of 
stock. For each new share distributed to shareholders, 
$1.00 (the par value thereof) was transferred from addi¬ 
tional paid-in capital to capital stock. 

Information in the statement for the prior year relative 
to dividends per share and the number of shares issued 
have been restated to give effect to the three-for-two 
stock split. 

6. Contingent Liabilities and Commitments: 

Contingent liabilities: 

The Corporation has agreed to guarantee obligations of 
suppliers approximating $5,300,000 at March 31, 1966. 
Long-term leases: 

At March 31, 1966, the Company and its subsidiaries 
were lessees under 304 leases having terms of three 
years or more from that date and, having minimum 
annual rentals totaling approximately $3,200,000 plus, in 
some cases, increased amounts based on percentages of 
sales, and in certain instances, real estate taxes which 
are included as taxes in the accompanying statements. 
Two hundred seventy-four of such leases expire prior 
to March 31,1976. No individual lease is deemed signifi¬ 
cant in relation to the enterprise as a whole, the highest 
annual rental being $120,000. 

Property rentals for the year ended March 31, 1966, 
totaled $5,314,331. 

7. Depreciation and Amortization: 

Charges to expense for depreciation and amortization 
were $1,509,390 for the year ended March 31, 1966 and 
$1,224,336 for the preceding year. 
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